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Dear Taxpayer:

With our varying tax laws under constant review and often changing, the task of sorting all the infor-
mation put before you at this time of year becomes more and more difficult.

For the 2005 tax year, | hope to make that task a little easier by providing you with the “ 2006
Michigan Taxpayer’s Guide” This booklet gives you the latest information on many of Michigan's
tax laws, in simple-to-understand English, put together in a single publication.

This booklet contains information for the 2005 tax year on property taxes, homestead property tax
credits, farmland and open space tax relief, the home heating credit program, the Michigan Income Tax,
the Sngle Business Tax, and other tax-related subjects. Your attention to the information contained in this
booklet may ease the burden of filling out state tax forms and may even save you money. However, this
booklet is not designed to provide you with line-by-line instructions for filling out state income tax forms.
That information is provided by the Michigan Department of Treasury in the income tax instruction books
that include your tax forms.

This year, the income tax rate has been lowered to 3.90%, and the personal exemption for taxpayers
and dependents on state income tax returns increases to $3,200. The pension and annuity income deduc-
tions are larger, and the interest and dividend income deduction for senior citizens is larger. The income tax
form also has special categories of personal exemptions known as the Michigan special exemptions. These
exemption categories are in addition to your allowable federal exemptions and include the categories
age 65 or older, deaf, blind or disabled, and unemployment compensation that amounts to 50% or more
of adjusted gross income. You may now exempt $2,000 of income for each special exemption category that
applies to you, your spouse (if filing jointly), or dependents.

Most taxpayers may request that their income tax refund be directly deposited into a U.S. financial
account of their choice. To request direct deposit, you must fill out the direct deposit portion of your
MI-1040, MI-1040CR, or MI-1040CR-2. You may also file form 3174 and attach it to your state income tax
form. Do not request direct deposit if you are filing a home heating credit claim from which an energy draft
will be issued.

This booklet was prepared in 2006 to provide taxpayers with useful information about their 2005 state
taxes. It is not meant as a substitute for Michigan Department of Treasury tax instruction booklets.

The tax forms have been included as an example for taxpayers. Anyone using these formsto file their
state income tax and property tax credits should consult the department’s instruction booklets. Any refer-
ences on these forms to page numbers refer to pages in the department’s instruction booklets and not to
pages in this Taxpayer’s Guide.

As always, | welcome your comments on this booklet or any matter of legislative concern.
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MICHIGAN PROPERTY TAK

An important part of our state's tax structure has traditionally been the reliance on the general property
tax for the funding of school districts, townships, villages, cities, and counties of the state. It has been the
largest yielding tax of al of Michigan's state and local taxes, and it has long been a major source of
revenue for the financing of the operating expenses of schools. With the passage of 1993 PA 145, however,
local property taxes were eliminated as a source of funding for K-12 and intermediate school district school
operating funding. With approximately 64% of the $10.2 billion in total funding for schools eliminated, it
became necessary to look for a new way to restructure Michigan's tax system. In 1994, the voters of the
state of Michigan approved ballot Proposal A by a margin of 1,681,541 to 750,952 in a special election
held on March 15, 1994. This proposal (Senate Joint Resolution S), in part, imposed an additional 2% rate
on the sales and use taxes and capped the rate of annual increases in taxable value to the rate of inflation or
5%, whichever is less. When the property is transferred, it is assessed in the following year at one half of
true cash value. For 2006, the cap has been set at 3.3%.

In addition to the changes associated with Proposal A, a number of laws were tie-barred to the passage
of the proposal which made historic changes to Michigan’s tax structure. The major changes included
1993 PA 328 which lowered the state income tax rate from 4.6% to 4.4% (1999 PA 5 ultimately lowered
the rate to 3.9%) and increased from 17% to 20% the percentage of rent that renters may use to calculate
their homestead property tax credit, and 1993 PA 330, which, as subsequently amended, established the
Real Estate Transfer Tax Act, imposing a tax of $3.75 for each $500 or fraction of $500 of the total amount
of value of all real property transferred in the state beginning January 1, 1995.

Under 1993 PA 327, the cigarette tax was increased to 37.5 mills per cigarette (or $0.75 per pack)
and atax of 16% was levied on the wholesale price of other tobacco products. Subsequently, under
2002 PA 503, the cigarette tax was increased to 62.5 mills per cigarette (or $1.25 per pack), and the tax
on the wholesale price of other tobacco products was raised to 20%. The tax was further increased by
another 37.5 mills per cigarette ($0.75 per pack) by 2004 PA 164. This act also increased the tax on
other tobacco products by an additional 12% of the wholesale price. The proceeds of these increases are
dedicated to the Medicaid Benefits Trust Fund.

As to the property tax, 1993 PA 331 created the State Education Tax Act, imposing a six-mill state
education tax levy on al property subject to the general property tax. 1993 PA 312 allows local school
districts to levy not more than 18 mills for school operating purposes or the number of mills levied in 1993
for school operating purposes, whichever is less. Principal residences and, pursuant to 1994 PA 136,
qualified agricultural property are exempt from the 18-mill levy. A homeowner’s principa residence is
defined, in part, to mean that portion of a dwelling or unit in a multiple dwelling owned and occupied as
the owner’s principal residence. A homestead also includes all of an owner’s unoccupied residential
property adjoining or contiguous to the dwelling owned and used as the owner’s principal residence; any
portion of a principal residence rented or leased as a residence to another as long as that portion rented or
leased is less than 50% of the dwelling's total square footage of living space; a life care facility; or
property owned by a cooperative housing corporation and occupied as a principal residence by tenant
stockholders.

Qualified agricultural property, in part, means unoccupied property and related buildings classified as
agricultural or other unoccupied property and related buildings on that property devoted primarily to
agricultural use. Property used for commercial storage, processing, distribution, marketing, or shipping is
not qualified agricultural property, and an owner will not receive an exemption for that portion of the
taxable value of the property used for a commercia or industrial purpose.
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To be eligible for the homeowner’s principal residence/qualified agricultura use property exemption in
2006, an owner of property must have claimed an exemption by filing an affidavit with the local tax collecting
unit on or before May 1. A husband and wife, filing income tax returns jointly, are entitled to no more than one
principal residence exemption. To be igible for the agricultural use property exemption on land classified for
assessment purposes as agricultural, it is not necessary to file an affidavit unless the assessor requests it.

In addition to the 18 millsin local, nonhomestead property tax permitted to be levied under
1993 PA 312, alimited number of high-revenue school districts may levy supplementa “hold harmless’
mills on a principal residence and, in some circumstances, on nonhomestead property. With voter approval,
an intermediate school district may also levy up to three “regional enhancement” mills on al property for
school operating purposes. School districts may, with voter approval, levy up to five mills for the creation
of asinking fund to construct and repair school buildings, and a school district operating a community
college may continue to levy taxes for operation at arate equal to the mills formerly authorized. With the
expiration of such authorization, the district, with voter approval, may renew the millage authorization, levy
additional millage, or both. Finaly, an intermediate school district, pursuant to 1994 PA 258, may authorize
certain millage for operating expenses, funding vocational-technical education programs, and special
education programs.

When looking at the property tax changes in Michigan, it is helpful to realize that, with the exception
of the state education tax, the property tax is realy a general term for all the property taxes imposed by
townships, school districts, counties, cities or villages, and other local units of government, which are all
local in nature. Money raised through property taxes goes toward financing local services, such as police
and fire protection; public education; the operation of city, village, township, and county governments; and
financing special projects such as sewers, streets, or parks. All property taxes collected by local units of
government, other than the state education tax which is sent to the School Aid Fund for distribution, are
kept locally, and no part of that revenue is sent to or used by the state.

The property tax may be collected in the summer or the winter, or in some combination. Townships
traditionally collected property taxes in the winter after the agricultural harvest, but most cities now collect
city property taxes in a summer levy. School boards or intermediate school districts can request that a city
or township collect half or al of their school taxes in the summer. If they fail to reach an agreement, the
county treasurer or the school district treasurer can collect the summer school taxes. Community college
levies are billed in December, but may be billed in July if the local tax collecting unit collects a summer
tax. County extra-voted millage will continue to be collected in the winter.

In addition, under 2002 PA 244, the 6-mill State Education Tax is now collected in the summer.
Beginning with the July 2005 property tax billing, the county portion of property taxes is being collected in
the summer rather than in the winter. This shift is taking place incrementally over a period of three years.
In July of 2006, two-thirds of the county property tax will be collected in a summer tax levy.

The following is intended to provide you with general information about this tax, the assessment of
property, the equalization process, what to do if you feel your assessment is too high, and property tax
rates, as well as important dates as to when tax rates are determined, assessments are made, and taxpayers
can appeal.

YOUR PROPERTY TAX ASSESSMENT

Property subject to taxation by local units of government is classified as either real or personal
property. Real property consists of land and any improvements to the land, such as buildings and water and
sewer facilities. In contrast, personal property includes tangible items such as furniture, machines, and
equipment belonging to a business and those items not permanently attached to land or buildings.
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Customary household goods such as furnishings, clothing, and cars are some of the items that have been
exempted from this tax.

Real property has been further divided into the following classifications. agricultural, commercial,
developmental, industrial, residential, and timber cutover; while personal property has been classified as
either agricultural, commercial, industrial, residential, or utility personal property.

In 1954, the Michigan Supreme Court ruled that the “assessed value” of property shall be the value
placed upon the property by the local assessing officer, as equalized by the county and finally by the state.
Equalization is needed to ensure that property ownersin al parts of the county or school district pay their
fair share of that unit’'s taxes. Equalization provides that all similar properties are equally and uniformly
assessed and serves to ensure that a school district, city, township, or village in which property is
underassessed does not get more than its fair share of state aid. The Michigan Constitution requires that
property be assessed uniformly at a rate not to exceed 50% of true cash value. In 1965, the Michigan
Legislature set the assessment rate at 50% of true cash value, as authorized by the Constitution.

Property assessment is an annual, three-step process. First, the local assessor determines the assessed
value of property based on the condition of the property on December 31 of the previous year. Second, the
board of commissioners in each county applies an adjustment factor to the assessments of each city and
township in which assessments are above or below the required level. Third, the State Tax Commission
applies an adjustment factor to the assessments of a county when its assessments, after the county
adjustments, still fail to meet the required level.

Furthermore, the law also requires that the local assessor send to each owner or person or persons listed
on the assessment roll of the property a notice, by first-class mail, of an increase in the tentative state
equalized valuation (SEV) or the tentative taxable value for the year. The tentative taxable value is the
value used to calculate property taxes under the requirements of Proposal A. This notice must be sent at
least ten days before the meeting of the local board of review, and it must specify each parcel of property,
the tentative taxable value for the current year, and the taxable value for the immediately preceding year.
The notice must also include the SEV for the immediately preceding year, the tentative SEV for the current
year, the net change between the tentative SEV for the current year and the SEV for the immediately
preceding year, the classification of the property, the inflation rate for the immediately preceding year, and
a statement explaining the relationship between SEV and taxable value. The notice must also include a
reminder that, if the owner purchased the principal residence after May 1 of the prior year, the owner must
file a homeowner’s principal residence exemption claim on or before May 1.

The Michigan Constitution requires uniform assessments and because, prior to 1981, some taxing
jurisdictions had not assessed property at 50% of true cash value, counties and the state had equalized the
assessment roll by multiplying the assessed value by a factor designed to bring the total assessed value of
all real or personal property on the roll to 50% of true cash value. In carrying out this annual equalization
process, it became apparent that among the six different classes of real property and five different classes
of personal property, which local units combined for assessment and equalization purposes, some were being
assessed at or near the 50% rate, while others were being assessed at a considerably lower rate. This meant
that when the local unit of government combined the different classes to determine what rate was needed to
bring the total assessed valuation of all property up to the prescribed 50% rate, those classes that were
already at or near it would be carrying a greater tax burden than those classes that were at a lower rate.

The process of equalization is now done separately for personal property and for each class of rea
property within each of the assessing units and the counties. Therefore, if, within an assessing unit, a
particular classification of real property, such as residential, has been assessed at the proper percentage of
true cash value, no equalization factor will be necessary. The 1981 equalization process was the first year
in which the new separate equalization by class was accomplished.
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As afurther step to encourage local assessors to assess property at 50% of its true cash value,
1981 PA 213 was enacted. This law has required a city or township, when its state equalized valuation
exceeds its assessed valuation, to reduce its maximum authorized millage rate to produce the same amount
of property tax dollars which would have been generated on the assessed valuation.

When looking at your property tax assessment, it isimportant to remember that property has been
assessed on the basis of its usua selling price (true cash value). For tax purposes, property has traditionally
been assessed at 50% of the true cash value and, on equalization, this resulted in the determination of the
property’s state equalized valuation (SEV). With the passage of Proposal A in March of 1994, however, the
annual increase in a property’s value for tax purposes, adjusted for all additions or losses, was capped at
the rate of inflation or 5%, whichever is less. Taxable value is now the basis for the property tax
assessment and, under 1998 PA 542, is the basis for the levy of special assessments that are levied on a
millage rate basis. Therefore, a property will have both an SEV and a taxable value. Assuming that your
property’s true cash value rises faster than the rate of inflation or 5%, whichever is less, over time the
property’s taxable value may grow at a rate that is significantly lower than the rate of growth of its SEV.
When a property is transferred, however, the following year's SEV becomes the property’s taxable value.

A transfer of ownership occurs when atitle or present interest in the property is transferred by, but not
limited to, conveyance by deed, land contract, trust, distribution under awill, and certain leases. Transfers
of property from one spouse to the other spouse or from a decedent to a surviving spouse, among other
exceptions, are not considered to be a transfer of ownership.

In addition, legislation enacted in 2000 eliminated the pop-up from taxable value to SEV when dligible
farmland is transferred to new owners. Part of an agricultural preservation package recommended by the
Senate Agricultural Preservation Task Force, 2000 PA 260 provided that when someone purchases dligible
farmland they may file an affidavit testifying that the property would remain in agricultural use for at least
seven years, and the transfer would not trigger the pop-up from taxable value to SEV for assessment
pUrposes.

Applicable for al transfers of agricultural property since January 1, 2000, the pop-up elimination
assures that the property will be assessed on taxable value as if the transfer did not occur. If the property
has a change in use out of agricultural production, however, 2000 PA 261 provides that a portion of the
benefits of the property tax pop-up elimination will be recaptured. The proceeds of the recapture are
dedicated to the Agricultural Preservation Fund for local property development rights preservation
programs under 2000 PA 262.

THE BOARD OF REVIEW

If, for any reason, you disagree with the assessed value, taxable value, or percentage of the principal
residence/qualified agricultural property exemption of your property, you may appeal that value to your
local governmental board of review. Township boards of review are comprised of three, six, or nine voters
of the township who are appointed by the township board. If the board consists of six or nine members, it
will be split into committees of three. An immediate family member of the assessor may not be a member
of the board of review. Two-thirds of the board must be comprised of property taxpayers in the township.
The size, composition, and appointment of city boards of review vary according to requirements of their
respective charters. Cities may also establish boards of review in the same manner as townships.

Township review boards meet on the Tuesday following the first Monday in March to review the roll
and, in the week containing the second Monday in March, to hear protests. The board must meet for a total
of at least 12 hours in the second week of March. Review boards in townships must meet at |east
three hours after 6:00 p.m. The meeting times for city boards of review vary according to requirements of
their respective charters. For places and times of their meetings, watch your newspaper or call your loca
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city or township hall. Boards of review also meet in July and in December to correct errors in the roll,
including adjustments for property incorrectly listed as having had a transfer of ownership. These meeting
dates are also used for initial hearings on disputes over claims for the homeowner’s principal residence,
poverty, and qualified agricultural property exemptions as well as recisions of homeowner’s principal
residence exemptions. If you are not satisfied with the judgment of the board of review, you may appeal
their decision to the Michigan Tax Tribunal.

Remember, it is important that you appeal to the local board of review if you think your property is
unfairly assessed relative to similar property. In addition, to make an appeal at the state level, you must
have first appealed your assessment locally. This is because the county or state equalization process may
require a “factor” which could increase your SEV above the 50% of true cash value level if your property
is not properly assessed by the local assessor. If ataxpayer has his or her assessment reduced as a result of
a protest, the assessor must use that reduced amount as the basis for determining the next year’'s
assessment.

The governing body of a city or township may authorize, by adoption of an ordinance or resolution,
nonresident taxpayers to file a protest before the board of review by letter without a personal appearance
by taxpayers or their representatives. If such an ordinance or resolution is adopted, the township or city
must notify taxpayers of this option in their assessment notices. In addition, the law requires alocal review
board to send a written notification of the board’s action to every individual who makes a request, protest,
or application for correction of property assessment.

If your homeowner’s principal residence exemption claim is denied, you may appeal that denia to the
Residential and Small Claims Division of the Michigan Tax Tribunal within 35 days of the notice of the
denial. If the initial denial was made by the Department of Treasury, the first appeal is made with the
Department of Treasury. If it is again denied, it would be appealed to the Tax Tribunal. The March
board of review has no authority over claims for homeowner’s principal residence exemptions. These
claims may be granted by the July or December boards of review for the current year and the immediately
three preceding years.

THE MICHIGAN TAX TRIBUNAL

Under the Tax Tribunal Act, an independent tax tribunal has the power to hear appeals of judgments of
the local boards of review. The tribunal is a quasi-judicial body whose seven members are appointed by the
Governor and confirmed by the Michigan Senate.

If you do not believe that you received a fair and equitable response from your local board of review,
you may appeal your assessment to the Michigan Tax Tribunal. You must generaly file your appeal before
June 30 in the year in which you received the assessment, even if you do not receive notification of the
results of your appeal by the cutoff date. To make an appeal to the state level, you must have first appealed
your assessment to the local board of review, unless you have an appeal pending.

If you have an appeal for a prior year pending before the Michigan Tax Tribunal for claims of property
tax exemption or before the Tribuna’s Residential Property and Small Claims Division, which has not yet
been heard, the Tax Tribunal Act provides that a subsequent assessment dispute will be added automatically
to the appeal pending before the Tribunal. You may request that any subsequent year be excluded at the
time of the hearing.

An opportunity will be made available upon receipt of the Tribunal’s notice of hearing for you to
amend the appeal to include subsequent assessment disputes. The Michigan Tax Tribunal will include an
instruction form with the notice of hearing advising taxpayers of their right to amend their petition. If you
request an evening hearing, the hearing will be held after 6:00 p.m. In addition to hearing appeals from
judgments of boards of review, the Residential Property and Small Claims Division also has exclusive
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jurisdiction over claims for agricultural, poverty, and homeowner’s principal residence exemptions, as well
as taxes, interest, and penalties for failure to notify an assessor of atransfer of ownership of property. An
appeal of a claim for a homeowner’s principa residence exemption must be filed with the division within
35 days after the assessor, county treasurer, or county equalization director denies a claim for exemption.
An appeal of aclaim for a poverty exemption must be filed within 30 days after the July or December
board of review (which are held to correct errors in the roll) denies a claim of exemption.

There is no fee for the filing of a homeowner’s principal residence property tax appeal with the
Residential Property and Small Claims Division of the Michigan Tax Tribunal. The fees for the filing of
other property tax appeals are on a scale determined by the amount of SEV in contention. The minimum
fee for filing other appeals of a property’s taxable value with the Residential Property and Small Claims
Division is $25.00 unless there is a dispute as to the value of an addition or loss, in which case the fee is
based on a scale determined by the amount of SEV in contention.

Aninitial letter of appeal to the Michigan Tax Tribunal should be addressed to the Michigan Tax
Tribunal, PO. Box 30232, Lansing, M1 48909. The letter should state: (1) that you have protested the
assessed value this year at your local board of review; (2) the number of assessments you are appealing;
and (3) the location of the property by village, city, or township and county. This letter must be postmarked
on or before June 30.

YOUR PROPERTY TAX RATES

The tax rate (millage) is the number of dollars the taxpayer must pay for each $1,000 of taxable value.
This rate varies by local unit, but certain statewide constitutional and statutory restrictions exist. The rate
may not exceed 15 mills ($15 per $1,000) except in counties in which allocation among jurisdictions is
permanently fixed by the voters at up to 18 mills. Excluded from these limitations are: (1) debt service
taxes for all debts of al local units approved by the electorate; (2) extra-voted millage rates up to 50 mills,
including allocated mills, for not more than 20 years; and (3) taxes imposed by those units having tax
limitations provided by charter or general law (cities, villages, charter townships, charter counties, and
charter authorities). As part of Proposal A, 1993 PA 314 provides that local school districts may no longer
levy alocated mills and the 15-mill limit is reduced by the number of allocated school millsin 1993.

With the passage in 1978 by Michigan voters of Proposal E, the Headlee Tax Limitation Amendment,
the Michigan Constitution was amended to require that if the SEV of existing property in aloca unit of
government increased by more than the consumer price index, the millage rate must be reduced to yield the
same amount of revenue, adjusted for inflation, as could have been collected at the existing authorized rate.
With the passage of Proposal A, this millage reduction is made using taxable value.

The Michigan Legidature placed in law a formula by which alocal unit of government must reduce its
maximum authorized millage when its state equalized val ue/taxable value increases by a percentage greater
than the percentage of increase in the average annual consumer price index, not including that part of the
increase that is caused by new construction and improvements.

However, because the rate of inflation since 1979 was often higher than the annual increases in the
property value of many local units of government, millages had not been reduced nearly enough to satisfy
some homeowners. To deal with this situation, and to insure that local governing bodies have control over
whether property taxes increase, 1982 PA 5 was enacted. This law, known as the “ Truth in Taxation Act,”
has limited the amount of property tax alocal unit can collect to what was collected the previous year, plus
the taxes yielded from new additions to the property tax roll. This procedure is carried out by reducing the
millage rate to the level which will yield that amount of property tax revenue. The limit can only be
increased by alocal governing body after it advertises its intent to collect higher taxes, conducts a special
public hearing on the specific subject, and then votes to approve the additional millage rate. Taxing units
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that comply with the “Truth in Budgeting” requirements of the Uniform Budgeting and Accounting Act,
however, are exempt from the “Truth in Taxation” notice and public hearing requirements when the hearing
is intended to cover both the proposed budget and the proposed tax rate. Legislation enacted in 1999
prohibits the rounding up of millage rates to avoid fractions in computing taxes. Under 1999 PA 38,
assessors must round down millage rates to four decimal places and round down tax amounts to the nearest
one cent.

To determine what your property tax will be for the year, you simply multiply your total local
millage rate by your taxable value. A mill equals one one-thousandth of a dollar ($1 of tax for each
$1,000 of taxable value). For example, if your local millage rate is 32 mills ($32 per $1,000 of taxable
value) and your taxable value is $100,000, the formula would be $32 x 100, for a property tax of $3,200.
In addition, the Michigan Department of Treasury now has a property tax estimator on its website
(http://www.michigan.gov/treasury).

To evaluate the real cost of property taxes to you, it is necessary to relate your property tax bill to the
program of tax credits and refunds discussed beginning with page 16 of this booklet. In 2004, for example,
nearly 1.4 million eligible Michigan homeowners and renters received credits averaging about $512 from
the state through the homestead property tax credit program, for a total of nearly $719 million. Please be
aware that, with the reduction in property taxes, total property tax credits for 1994 and 1995 dropped by
nearly 40%. In 1996, the state average millage rate declined from 56.64 millsin 1993 to 31.00 mills on
homesteads and 48.79 mills on nonhomestead property in 1995.

In 2004, the state had an average millage rate of 40.0 mills, which generated $12.19 billion in genera
property tax revenue collected by local units of government. The state average rate was 31.52 mills on a
principal residence and 50.00 mills on nonhomesteads. The $12.19 billion was divided among local units of
government as follows:

2004 Per cent of 2004 Estimated Dollars
L ocal Unit of Government Total MillsLevied Levied (in Millions)
County 15.73% $1,918.1
Township 6.10 743.3
City 17.87 2,178.7
Village 0.72 88.2
School 44.63 5,440.9
State Education Tax 14.94 1,821.0

Thisis a good indication of what percentage of your property tax dollars have gone to finance specific
operations of local government.

SPECIAL ASSESSMENT DEFERRAL

Many senior citizens have been concerned that rising property taxes could force them from their
homes. The homestead property tax reforms approved by Proposal A in 1994 and the homestead property
tax credit program will help alleviate this problem for many, but those measures do not address the matter
of specia assessments, which include assessments for the installation of curbs, gutters, sidewalks,
pavements, and drains; tap-in water and sewer fees; roads; and police and fire services, among others.
1976 PA 225, as amended, has provided specific relief in this regard.

Under the provisions of this law, as amended, a homeowner who is 65 years of age or older or who is
totally and permanently disabled, and who is a citizen of the United States, a resident of this state for five
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or more years, the sole owner of the homestead for five or more years, and whose annual household
income was not more than $19,032 in 2005, is eligible to defer special assessments on that homestead.
The total amount of the special assessment to be deferred, exclusive of interest, cannot be less than $300.
Since January 1, 1984, the limit on household income for special assessment deferments has been

adjusted annually according to the annual average percentage increase or decrease in the Detroit Consumer
Price Index.

Special assessments will be deferred until one year after the owner’s death or until the homestead is
sold, conveyed, or transferred to someone else. Death of a spouse, however, will not terminate the
deferment for the surviving spouse, unless the surviving spouse remarries.

Other significant provisions of 1976 PA 225 are:

1. That a homeowner who meets the eligibility requirements for deferment of a special
assessment, and who borrowed from a lending institution to pay a specia assessment before
January 8, 1981, is eligible to receive money from a special revolving fund. This fund was
established within the Michigan Department of Treasury to alow these individuals to repay the
lending institution the principal amount used to pay the special assessment;

2. That the owner or owner’s estate pay an interest penalty of 1% per month if the property on
which a special assessment deferment has been granted is sold and the deferment has not been
terminated. The interest penalty is charged from the date of sale of the property; and

3. For those who qualify for a specia assessment deferment, the payment of the deferred special

assessment by the owner or the owner’s estate will include an interest charge of 1% per month
or fraction of a month.

SUMMER PROPERTY TAX DEFERMENT

Many homeowners are required to pay summer property taxes which become due well before state
homestead tax refund checks are issued. However, section 51 of the General Property Tax Act requires any
local unit of government collecting a summer property tax to defer collection of the tax until the following
February 15, for the following categories of people:

1. Homestead property of ataxpayer who is totally and permanently disabled, blind, paraplegic,
quadriplegic, hemiplegic, a senior citizen (age 62 or over, including the unremarried surviving
spouse of a person who was 62 years of age or older at the time of death), eligible serviceperson,
eligible veteran, or an eligible widow or widower, and whose total household income in the prior
taxable year did not exceed $35,000.

2. Property classified or used as agricultural rea property, if the gross receipts of the agricultural or
horticultural operations in the previous year or the average gross receipts of such operations in the
previous three years are not less than the owner’s household income in the previous year.

To claim a deferment, a taxpayer must file an intent to defer with the treasurer of the property tax
collecting unit on a form the treasurer’s office will make available. Persons eligible for the deferment must
file by September 15 of the tax year or by the time the tax would become subject to interest or late penalty
charges. If different treasurers collect school and municipal summer taxes, an intent to defer must be filed
with each to defer collection of each. Summer property taxes deferred under this procedure, which are not
paid by the following February 15, shall not be subject to penalties or interest for the period of the
deferment. This allows you to apply for and receive your homestead property tax rebate before the taxes
are due.
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Section 44 of the General Property Tax Act authorizes local property tax collecting units to collect up
to a 1% property tax administration fee and, on taxes paid after February 15, a 3% late penalty charge. In
order to impose a property tax administration fee, collection fee, or any type of late penalty charge, the
governing body of the local property tax collecting unit must adopt a one-time ordinance or resolution
authorizing their imposition. However, the 3% late penalty charge may be waived by the local governing
body of a city or township for the homestead property of a senior citizen, paraplegic, quadriplegic,
hemiplegic, eligible serviceperson, eigible veteran, eligible widow or widower, totally and permanently
disabled person, or blind person if that individual can demonstrate to the local treasurer that a claim has
been filed for a property tax credit and not received by February 15. In addition, the governing body of a
local property tax collecting unit may waive all or part of the property tax administration fee or the late
penalty charge, or both.

If you think you may qualify for the summer deferment or waiver, you may wish to contact your local
treasurer for an application.

WINTER TAK DEFERRAL AND WAIVER

A taxpayer who is a senior citizen, paraplegic, quadriplegic, hemiplegic, eligible serviceperson, eligible
veteran, eligible widow or widower, or who is totally and permanently disabled or blind may be able to
delay paying the winter taxes on his or her homestead until April 30 of the first year of delinquency.
Section 59 of the General Property Tax Act allows county boards of commissioners to waive any interest,
fee, or penalty in excess of the interest, fee, or penalty that would have been added if the tax had been paid
by February 15 for those taxpayers if they:

1. Have applied for a property tax credit before February 15;
2. Have not received their refund before March 1; and
3. Present a copy of the property tax credit form to their county treasurer.

However, this deferral is permitted only if a county board of commissioners adopts a resolution
approving the deferral.

The law aso requires the county treasurer to waive the county’s property tax administration fee and to
either waive or refund interest charges on delinquent taxes for taxpayers who meet the above qualifications.
You may wish to contact your county treasurer to determine if your county has made the deferment
available and to determine if you qualify.

POVERTY EXEMPTION

Section 7u of the General Property Tax Act, being MCL § 211.7u, as amended by 1994 PA 390,
provides that eligible homeowners may apply for an exemption from paying property taxes. To be eligible
for an exemption, a homeowner must apply to the local assessing unit after January 1 but before the day
prior to the last day of the board of review.

A person may be eligible to request an exemption if they, at a minimum, owned and occupied the
property as their homestead, demonstrated evidence of ownership and identification, and meet poverty
income standards. The board of review of the assessing unit would determine if the applicant meets the
minimum requirements for exemption and if the application should be granted or denied based on the
guidelines for both income and asset levels adopted by the local unit of government. These standards are to
be made available to the public. Appeals of poverty exemption denials may be brought before the July or
December board of review.
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2006 PROPERTY TAK AND COLLECTIONS CALENDAR

This 2006 Property Tax and Collections Calendar has been prepared in accordance with all legislation
and directives of the Attorney General applicable to 2006 property taxes. The interpretation of these
statutes and directives does not constitute a legal opinion but is rather a statement of the facts, as the State
Tax Commission believes them to be.

It should be noted that the statutory requirement for assessments, before and after county and state
equalization, is still 50% of True Cash Value, and that the Constitution still requires that assessments NOT
exceed 50% of True Cash Vaue, before and after county and state equalization. The 2006 assessments will
be subject to county and state equalization. After county and state equalization, assessments as equalized
become the Taxable Value (Property Tax Base) for every parcel of property subject to the General Property
Tax Act that has a transfer of ownership in the prior year as provided by Michigan Compiled Laws (MCL)
section 211.27a.

Section references are as assigned in the MCL.

TAX DAY FOR 2006 PROPERTY TAX ASSESSMENTS

AND DEADLINE FOR SUBMITTING EQUALIZATION STUDIES

USED TO SET THE STARTING BASE FOR 2006 EQUALIZATION

December 31, 2005 Tax day for 2006 assessments and 2006 property taxes (Section 211.2, Michigan Compiled Laws
(MCL)).

Deadline for counties to file 2005 equalization studies for 2006 starting bases with the State Tax
Commission (STC) for all classificationsin al units on STC form L-4018 (Administrative Rule

R 209.41).
2006: SIGNIFICANT PROPERTY TAK AND COLLECTIONS DATES
January 25 LOCAL UNITSWITH A STATE EQUALIZED VALUATION (SEV) OF $15,000,000 OR LESS

2005 taxes collected by January 10 must be distributed on or before January 25 (MCL 211.43).

ALL OTHER LOCAL UNITS
Make distribution of 2005 taxes collected within ten business days after the 1st and 15th of each
month except March (MCL 211.43).

February 1 Deadline for counties to file single-year studies with the STC to amend starting base for those units
(with classes) experiencing sharply declining real estate markets. Optional, additional single-year
equalization studies may be originated by the assessor or by the County Equalization Director.
Single-year studies (calendar year 2005) submitted by February 1, 2006 are for 2006 assessment and
equalization.

Deadline for a“qualified business’ to submit STC form L-4143 for “qualified personal property” with
the assessor (MCL 211.8a).

Notice by certified mail to al properties that are delinquent on their 2004 taxes (MCL 211.78f).

February 14 Last day to pay property taxes without the imposition of alate penalty charge equal to 3% of the
tax in addition to the property tax administration fee, if any (MCL 211.44).
February 15 A local unit of government that collects a summer property tax shall defer the collection until this

date for property which qualifies (MCL 211.51).

The STC certifies assessed valuations for Department of Natural Resources (DNR) lands to assessors
(MCL 324.2153).

3% penalty may be added to 2005 tax if authorized by the governing body of a city or township.

The governing body may waive the penalty for the homestead property of a senior citizen, paraplegic,
quadriplegic, hemiplegic, eligible service person, eligible veteran, eligible widow or widower, totally
and permanently disabled or blind person, if that person has filed a claim for a homestead property
tax credit with the State Treasurer before February 15. Also applies to a person whose property is
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2006: SIGNIFICANT PROPERTY TAK DATES (CONTINUED)

February 15 (continued)

February 20 is a Holiday
February 21

February 28
March 1

March 6

March 7

March 13

March 14

April 1

April 3

April 5

subject to a farmland/development rights agreement if they present a copy of the farmland/
development rights agreement or verification that the property is subject to the farmland/devel opment
rights agreement before February 15 (MCL 211.44).

The STC certifies metallic mineral property assessments to assessors before February 20
(MCL 211.24).

Deadline for taxpayer filing of personal property statement with assessor. Deadline for taxpayer to file
form 3711 if a claim of exemption is being made for heavy earth-moving equipment. See STC
Bulletin No. 4 of 2001 (MCL 211.19).

Third Monday in February: Deadline for County Equalization Director to publish in a newspaper
the tentative equalization ratios and estimated SEV multipliers for 2006 (MCL 211.344).
Last day for local treasurers to collect 2005 taxes (MCL 211.45).

The STC shdl publish the inflation rate before this date (MCL 211.34d).
4% County Property Tax Administration Fee added to unpaid 2005 taxes and interest at 1% per month
(MCL 211.44).

County Treasurer commences settlement with local unit treasurers (MCL 211.55).
Properties with delinquent 2004 taxes forfeit to the County Treasurer (MCL 211.78g).

First Monday in March: The 2006 assessment roll shall be completed and certified by the assessor
(MCL 211.24).

The assessor shall submit the 2006 assessment roll to the Board of Review (BOR) on the Tuesday
following the first Monday in March (MCL 211.29).

Tuesday following first Monday in March: First meeting of township BOR (MCL 211.29).
Note: City BOR may vary according to charter provisions.

Second Monday in March: Second meeting of township BOR which must start not earlier than 9 am.
and not later than 3 p.m. BOR must meet one additional day during this week (MCL 211.30).

Note: City BOR may vary according to charter provisions. The March BOR has no authority over
Homeowner's Principal Residence exemptions.

The governing body of a city or township may authorize an alternative starting date for the second
meeting of the March BOR. The aternative starting date can be either the Tuesday or Wednesday
following the second Monday in March.

Every BOR shall hold at least three hours of its required sessions during the week of the second
Monday in March after 6 p.m.

Within ten business days after the last day of February, at least 90% of the total tax collections on
hand February 28 must be delivered by the local unit treasurer to the county and school district
treasurers (MCL 211.43).

Separate tax limitations voted after April 1 of any year are not effective until the subsequent year
(MCL 211.205i).

Not later than April 1, local unit treasurers make final adjustment and delivery of the total amount of
tax collections on hand (MCL 211.43).

First Monday in April: Unless the BOR has concluded earlier, last day for BOR protest of assessed
value, taxable value, property classification, or percentage of Qualified Agricultural Property
exemption assigned by the assessor and BOR (MCL 211.30a).

Note: A protest of assessed valuation or taxable valuation or the percentage of Qualified Agricultural
Property exemption, subsequent to BOR action, must be filed with the Michigan Tax Tribuna (MTT),
in writing on or before June 30 at PO. Box 30232, Lansing, M1 48909. A classification appeal

must be filed with the STC in writing on or before June 30 (1996 PA 476) (MCL 211.34c) at

P.O. Box 30471, Lansing, MI 48909-7971. A classification appeal does not address value or change
the equalization factor for the property for the first year, if the STC changes the class.

The Township Supervisor or assessor shall deliver completed assessment roll, with BOR certification,
to the County Equalization Director not later than the tenth day after adjournment of the BOR or

1
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2006: SIGNIFICANT PROPERTY TAK DATES (CONTINUED)

April 5 (continued) by April 5 (the Wednesday following the first Monday in April), whichever date occurs first
(MCL 211.30(4)).

Note: An assessor shall file STC form L-4021 with the County Equalization Department and
STC form L-4022 with the County Equalization Department and the STC, immediately following
adjournment of the BOR. Administrative Rule R 209.26(10a, 10b). STC form L-4022 must be
signed by the assessor.

April 11 Tuesday following second Monday in April: County Board of Commissioners meets in equalization
session (MCL 209.5 and 211.34). The County Equalization Director files a tabular statement of the
county equalization adopted by the County Board of Commissioners on the STC form L-4024
prescribed and furnished by the STC, immediately after adoption. County equalization shall be
completed and officia report (STC form L-4024) filed with the STC prior to May 1, 2006 (first
Monday in May).

April 17 Third Monday in April: County Equalization Director files with the STC no later than April 18
separate STC form L-4023 for each unit in the county (MCL 211.150) and Administrative Rule
R 209.41(8).

Allocation Board meets and receives budgets due this day (MCL 211.210).

April 30 Last day of deferral period for winter (December 1) property tax levies, if the deferral for qualified
taxpayers was authorized by the County Board of Commissioners (MCL 211.59).

May 1 Deadline for filing Homeowner’'s Principal Residence affidavits (form 2368) for exemption from the
18-mill school operating tax with the local assessor.
Note: Denial of a Homeowner’s Principal Residence exemption by the local assessor may be appealed
by the owner to the Small Claims Division of the MTT within 35 days after the date of the notice of
denidl.

May 1 is aso the deadline for filing the Farmland affidavit (form 2599) with the local assessor if the
property is NOT classified agricultural or if the assessor asks an owner to file it to determine whether
the property includes structures that are not exempt.

Note: Do not confuse the appeal process for the 18-mill school operating “Homeowner’'s Principal
Residence” exemption with the appeal process for the 18-mill school operating exemption for
“Qualified Agricultural Property.” The “Homeowner’s Principal Residence” exemption for either
agricultural or residential property is administered by the Michigan Department of Treasury. Property
tax questions REGARDING THE “HOMEOWNER’S PRINCIPAL RESIDENCE” EXEMPTION
ONLY may be addressed to the Michigan Department of Treasury at 1-800-487-7000 or
517-636-4320 by telephone or in writing to Michigan Department of Treasury, Homeowner’'s
Principal Residence Exemption Unit, PO. Box 30440, Lansing, M| 48909.

The exemption for “Qualified Agricultural Property” (those exempt agricultural properties not
claiming a “Homeowner’s Principal Residence” exemption), is administered by the STC. A taxpayer
may appedl the denial by the assessor of a “Qualified Agricultural Property” exemption to the March
BOR and, if not satisfied, then to the MTT, in writing, by June 30, 2006 in the same manner as other
property tax exemptions, except the “Homeowner’s Principal Residence” exemption.

May 1* First Monday in May: Deadline for filing official County Board of Commissioners report of county
equalization (L-4024) with the STC (Administrative Rule R 209.5). Appeal from county equalization
to the MTT must be filed within 30 days after the adoption of the county equalization report by the
County Board of Commissioners (MCL 205.735).

* First Monday in May: Deadline for assessor to file tabulation of Taxable Vauations for each
classification of property with the County Equalization Director on STC form L-4025 to be used in
“Headlee” calculations. Taxable Value replaces State Equalized Value for purposes of MCL 211.34d
calculations. Prior to 1995, SEV's were used on this form, now Taxable Valuations are required
(MCL 211.34d(2)).

Final day for completion of delinquent tax rolls (MCL 211.57).

May 8 Second Monday in May: Preliminary SEV recommendations presented by the Assessment and
Certification Division staff to the STC (MCL 209.2).

* Requirements of Section 31 of Article I X of State Constitution and of MCL sections 211.34(1) and 211.34d.
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2006: SIGNIFICANT PROPERTY TAK DATES (CONTINUED)

May 15

May 22

May 26

May 27 is a Saturday
May 28 is a Sunday

May 29 is a Holiday
May 30

Junel

June5

June 12

June 26

June 30

July 1

Not later than this date, the state must have prepared an annual assessment roll for the state-assessed
properties such as telephone companies and railroads (MCL 207.9).

Third Monday in May: County allocation boards must issue preliminary order (MCL 211.215).
Third Monday in May: STC form L-4028, pertaining to millage reduction fractions, must be
completed by County Equalization Director with all information available within each single county.
Copy of STC form L-4028 is filed with the STC and with the director of the equalization department
in each county which shares inter-county taxing jurisdictions.

Fourth Monday in May: State Equalization Proceeding—final state equalization order is issued by the
STC (MCL 209.4).

Friday after fourth Monday in May: If, as aresult of state equalization, the taxable value of property
changes, the assessing officer of each township or city shall revise the millage reduction fractions by
this date (MCL 211.34d(2)).

Last day for Allocation Board Hearing (not less than eight days or more than 12 days after issuance
of preliminary order) (MCL 211.215).

First notice sent to all properties that are delinquent on 2005 taxes (MCL 211.78b).

No later than June 1, the County Treasurer delivers to the State Treasurer a statement listing the
total amount of state education tax (SET) not returned delinquent that was collected by the County
Treasurer, and collected and remitted to the County Treasurer by each City or Township Treasurer,
together with a statement for the county and for each city or township of the number of parcels
from which the SET was collected, the number of parcels for which the SET was hilled, and the
total amount retained by the County Treasurer and by the City or Township Treasurer

(MCL 211.905b(11)).

First Monday in June: Deadline for notifying protesting taxpayer in writing of BOR action

(MCL 211.30).

County Equalization Director calculates current year millage reduction fractions including those for
inter-county taxing jurisdictions. The completed, verified STC form L-4028 IC is filed with the
County Treasurer and the STC on or before the first Monday in June (MCL 211.34d(3)).

Allocation Board must issue final order not later than the second Monday in June (MCL 211.216).

MTT Note: Appea of millage alocation to the MTT must be filed within 30 days after issuance of
the final order (MCL 205.735).

Fourth Monday in June: Deadline for County Equalization Directors to file tabulation of fina Taxable
Valuations with the STC on STC form L-4046 (1996 PA 476) (MCL 211.27d).

MTT Note: Deadline for assessment petition to the MTT (MCL 205.735). Small Claims Division
appeal petitions are considered filed if mailed first class and postmarked on or before June 30.
Otherwise, appeals sent by certified mail on or before June 30 are timely filed.

Deadline for assessment classification appeals to the STC as provided by 1996 PA 476

(MCL 211.34c).

Deadline for County Equalization Director to file Interim Status Report of the ongoing study for the
current year (Administrative Rule R 209.41).

Before June 30, Township Supervisor shall prepare and furnish the summer tax roll to the Township
Treasurer with Supervisor's collection warrant attached if summer school taxes are to be collected
(MCL 380.1612).

On or before June 30, County Treasurer sends rejected tax list to State Treasurer (MCL 211.96).

Taxes due and payable in those jurisdictions authorized to levy a summer tax. (Charter units may have
a charter provision with a different due date.)

* Requirements of Section 31 of Article IX of Sate Constitution and of MCL sections 211.34(1) and 211.34d.
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2006: SIGNIFICANT PROPERTY TAK DATES (CONTINUED)

By the 1st day County Treasurer must account for and deliver to the state the State Education Tax collections on
of each month hand on or before the 15th of the immediately preceding month (MCL 211.43(10)).
By the 15th day County Treasurer must account for and deliver to the state the State Education Tax collections on
of each month hand on the last day of the preceding month (MCL 211.43(10)).
July 18 Tuesday following the third Monday in July: Special meeting of the July BOR may be convened by

the assessing officer to correct a mutual mistake of fact or clerical error (MCL 211.53b). An owner of
property that is a“Homeowner’s Principal Residence” on May 1 may appeal to the July BOR in the
year for which an exemption was claimed or in the immediately succeeding three years if the
exemption was not on the tax roll. This means that an owner could appeal a 2003, 2004, 2005, and
2006 Homeowner’s Principal Residence exemption to the 2006 July BOR if the Homeowner's
Principal Residence exemption was not on the tax roll for those years (MCL 211.7cc(20)). See page 2
of the STC Bulletin No. 6 of 2003. An owner of property that is Qualified Agricultural Property on
May 1 may appedl to the July BOR for the current year and the immediately preceding year if the
exemption was not on the tax roll (MCL 211.7ee(6)).

1995 PA 74 authorizes July (and December) BOR to hear appesals for poverty exemptions, but not for

poverty exemptions denied by the March BOR. Applies to current year only (MCL 211.7u). See page
12 of the STC Bulletin No. 12 of 1997.

August 21 Third Monday in August: Deadline for taxpayer to file appeal directly with the MTT if final
equalization multiplier exceeds tentative multiplier and a taxpayer’s assessment, as equalized, isin
excess of 50% of true cash value (MCL 205.737).

September 1 Second notice by first class mail to al properties that are delinquent on 2005 taxes (MCL 211.78c).
September 15 Last day for qualified property taxpayer to apply to local unit Treasurer for deferral of payment of
summer tax. (See MCL 211.51(7) for further provisions.)

1% interest per month will accrue if the payment is late for the State Education Tax and County Taxes
that are part of the summer tax collection (MCL 211.905b(9) and 211.44a(5)). (Please note date may
be different depending on the city charter.)

September 30 Clerk of township or city delivers to Supervisor and County Clerk a certified copy of al statements,
certificates, and records of vote directing monies to be raised by taxation of property (MCL 211.36).
* Financial officer of each unit of local government computes tax rates in accordance with

MCL 211.34 and 211.34d and governing body certifies that rates comply with Section 31, Article IX
of the State Constitution of 1963 and MCL section 211.24e, Truth in Taxation, on STC form L-4029
on or before September 30. See page 6, Chapter 1 of Volume |11 of Michigan Assessor's Manual.

October * October apportionment session of County Board of Commissioners. Board examines certificates,
directs spread of taxes in terms of millage rates to be spread on Taxable Valuations. County
Equalization Director submits apportionment report to the STC (MCL 207.12 and 211.37).
County Prosecutor is obligated by statute to furnish legal advice promptly regarding the
apportionment report. A County Board of Commissioners shall not authorize the levy of atax unless
the governing body of the taxing jurisdiction has certified that the requested millage has been
reduced, if necessary, in compliance with Section 31 of Article IX of the State Constitution of 1963
and MCL 211.34(1) and 211.34d. The County Board of Commissioners also receives certifications
that Truth in Taxation hearings have been held if required (MCL 211.24¢).

Note: Supervisor prepares a roll indicating property taxes to be levied and annexes the required
warrant. The copy of the roll with the warrant annexed is known as the “tax roll” (MCL 211.42).

October 15isaSunday  The assessor reports status of 1974 PA 198, Industrial Facility Tax property, to the STC

October 16 (MCL 207.567). Qualified local governmental units report to the STC on the status of each exemption
granted under the Obsolete Property Rehabilitation Act (MCL 125.2794).
November 6 On or before November 5, Township Supervisor shall notify Township Treasurer of the amount of

county, state and school taxes apportioned in township to enable Treasurer to obtain necessary bond
for collection of taxes (MCL 211.43(1)).

* Requirements of Section 31 of Article IX of Sate Constitution and of MCL sections 211.34(1) and 211.34d.
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2006: SIGNIFICANT PROPERTY TAK DATES (CONTINUED)

November 28

December 1

December 12

December 31, 2006

December 31, 2006
is a Sunday
January 1, 2007
is aHoliday
January 2, 2007

On or before November 28, Township Treasurer gives County Treasurer a bond running to the county
in the actual amount of county, state and school taxes (MCL 211.43(2)).

2006 taxes due and payable to local unit Treasurer are alien on real property. Charter cities or
villages may provide for a different day (MCL 211.40). See also MCL 211.40a for exceptions to the
lien date.

Tax levy reports from assessors to the STC are due. County Apportionment Report to the STC is due
(MCL 207.12).

On or before December 1, County Treasurer delivers to Township Supervisor a signed statement of
approval of the bond and the Township Supervisor delivers the tax roll to the Township Treasurer.

MTT Note: Appeal to the MTT of a contested tax bill must be filed within 60 days after the mailing
of the tax bill that the taxpayer seeks to contest (MCL 205.735). (Limited to arithmetic errors.)

Tuesday following the second Monday in December: Special BOR meeting may be convened by
assessing officer to correct a mutual mistake of fact or aclerical error (MCL 211.53b). An owner of
property that is a“Homeowner’s Principal Residence” on May 1 may appeal to the December BOR in
the year for which an exemption was claimed or in the immediately succeeding three years if the
exemption was not on the tax roll. This means that an owner could appeal a 2003, 2004, 2005, and
2006 Homeowner's Principal Residence exemption to the 2006 December BOR if the Homeowner’'s
Principal Residence exemption was not on the tax roll for those years (MCL 211.7¢c(20)).

See page 2 of the STC Bulletin No. 6 of 2003. An owner of property that is Qualified Agricultural
Property on May 1 may appeal to the December BOR for the current year and the immediately
preceding year if the exemption was not on the tax roll (MCL 211.7e(6)).

1995 PA 74 authorizes the December (and July) BOR to hear appeals for poverty exemptions, but
not poverty exemptions denied by the March BOR. Applies to current year only (MCL 211.7u).
See page 12 of the STC Bulletin No. 12 of 1997.

Tax day for 2007 property taxes (MCL 211.2).

The Department of Treasury may appeal the 2006 classification of any assessable property to the
Small Claims Division of the MTT not later than December 31 (January 2 in 2006) (MCL 211.34c).

Due date for filing of County Equalization Department studies made during 2006 with the STC.
These studies are used for the 2007 revised valuation starting bases.

19



A TAKPAYER'S GUIDE

HOMESTEAD PROPERTY TAK RELIEF

In 1973, the Michigan Legislature enacted the Homestead Property Tax Credit Act. The initial
provisions of 1973 PA 20 were subsequently amended and expanded to provide a means for Michigan
taxpayers to link property tax to household income in an effort to make the overall tax system more
equitable.

Also known as the “circuit breaker,” this program has provided nearly $16.2 billion in relief from
property taxes to Michigan homeowners and renters since it was implemented 31 years ago. In 2004, for
example, nearly 1.4 million eligible Michigan homeowners and renters received credits averaging
approximately $512 from this program, for a total of about $719 million in property tax relief.

The homestead property tax credit is a device through which taxpayers can receive atax credit for an
amount of their property tax which exceeds a certain percentage of their household income for that year.
This program establishes the following categories under which homeowners or renters are eligible for a
homestead property tax credit:

1. Citizens age 65 and older and the surviving spouses of senior citizens. A claimant or spouse must
be age 65 by December 31 of the tax year for which they arefiling.

2. Paraplegic, hemiplegic, and quadriplegic persons.

3. Deaf and totally and permanently disabled persons who are not over age 65.

4. Eligible veterans, active military personnel, blind persons, and the surviving spouses of veterans.
5. All other homeowners and renters.

Under this program, a credit/refund for property taxes paid is determined by placing homeowners and
renters into one of the categories listed above and then relating their property taxes or percent of rent paid
to their household income. Individuals must have resided in Michigan for at least six months of the
immediately preceding year in which they are applying for a credit.

Homeowners and renters who do not qualify for consideration under one of the special categories are
granted a credit against their state income tax equal to 60% of the amount by which their property taxes
exceed 3.5% of their household income. In lieu of property taxes paid by the homeowner, renters will base
their claim on 20% of their yearly rent. If there is no income tax due or if the property tax credit exceeds
the income tax, a refund will be made. The credit cannot exceed $1,200.

Since the 1982 tax year, there has been a phaseout of the property tax credit for taxpayers whose
household income exceeded a certain amount. Your credit is reduced by 10% for each $1,000 or part of
$1,000 by which household income is greater than $73,650. If your household income is $82,650 or more,
you are not entitled to a property tax credit.

Persons whose household income consisted totally of Family Independence Program (FIP) assistance or
Department of Human Services (DHS) benefits are not eligible for a property tax credit. For persons who
received a part of their income from these programs, their credit will be reduced by the percentage which
their total household income was composed of FIP or DHS benefits. This reduction shall not exceed the
total of FIP or DHS payments received during that year.

In calculating this credit, individuals must exclude from their total FIP benefits for the year the amount
of any child support payments paid to the Friend of the Court which offset or reduced their FIP benefits.
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For example, if 60% of your total household income was from FIP benefits less any applicable child
support payments and 40% was from wages and child support, your actual credit would be 40% of the
property tax credit calculated before proration.

The following is an example of how a regular credit would be figured: Mr. and Mrs. Smith’s household
income was $15,000. Their property tax was $700. The credit is computed by multiplying the household
income ($15,000) by afixed 3.5%. If the property tax is more than 3.5% of the household income, the
excess is multiplied by 60% to determine the credit, as follows:

$15,000 x 3.5% = $525; $700 - $525 = $175 x 60% = credit of $105

Other examplesinclude: EXCess:
2005 2005 3.5% of 2005 Property Tax Amount of Credit
Household Property Household Minus 3.5% of or Refund
Income Tax Income Income (60% of Excess)
$7,500 $500 $262.50 $237.50 $142.50
$10,000 $1,000 $350.00 $650.00 $390.00
$20,000 $1,500 $700.00 $800.00 $480.00
$25,000 $850 $875.00 * $0*
* In this example, because the taxpayer’s property tax payment for the year was less than 3.5% of household income, the
taxpayer is not eligible for a credit.

SENIOR CITIZENS AND DEAF, DISABLED, PARAPLEGIC,
HEMIPLEGIC, OR QUADRIPLEGIC PERSONS

A senior citizen is defined as a person 65 years old or older and, for 2005, a husband and wife are
eligible if either has reached the age of 65 on or before December 31, 2005. The definition also includes
the unremarried surviving spouse of a person who died after reaching the age of 65. Totally and
permanently disabled persons are defined as such by the United States Social Security Administration.

The property tax relief available to low-income persons in this category is much greater than the
alowance granted to other taxpayers. If the household income is $3,000 or less, then 100% of the property
tax is refundable,

Senior citizens and deaf, disabled, paraplegic, hemiplegic, or quadriplegic persons with household
incomes of more than $3,000 receive a credit or a refund for all of their property taxes above the
percentage of their household income as shown in the following chart.

2005 Per centage of Household Income
Household Income Not Refundable
Not over $3,000 0%
$3,001 - $4,000 1.0%
$4,001 - $5,000 2.0%
$5,001 - $6,000 3.0%
$6,001 and over 3.5%
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For example: Mr. and Mrs. Jones are senior citizens whose household income was $5,400. They were
billed $500 for property taxes. The credit is computed by first multiplying their household income ($5,400)
by the percentage not refundable (3%) and then taking the difference between 3% of income and the
amount of taxes paid.

$5,400 x 3% = $162; $500 - $162 = credit of $338

Other examplesfor senior citizensare:
2005 2005 Per centage of Amount of Tax Amount of
Household Property Household Income Which Must Credit
Income Taxes Paid Not Refundable Be Paid or Refund
$3,500 $500 1.0% $ 35.00 $465.00
$4,500 $650 2.0% $ 90.00 $560.00
$6,500 $800 3.5% $227.50 $572.50

A senior citizen who rents should substitute 20% of yearly rent for property taxes paid during the
2005 tax year in the above computation. However, senior citizens whose rent is more than 40% of their
household income may get a bigger credit using an alternative credit computed by subtracting 40% of their
household income from their rent. Disabled persons are not eligible for the alternative computation.

Senior citizens who rent should calculate their credit using both the standard and alternative formulas,

and claim the larger credit. However, the maximum property tax credit for all taxpayers cannot exceed
$1,200.

BLIND PERSONS

All blind persons who are homeowners are eligible for property tax credit benefits. If the taxable value
of the claimant’s homestead is $3,500 or less, then 100% of the property tax is refunded. If the taxable
value is more than $3,500, the credit/refund is equal to the percentage relationship between $3,500 and the
taxable value. The taxable value appears on your tax hill.

For example: Taxable Vaue: $10,500 Property Tax Paid: $480
Percent of taxes refundable = 33.33% (.3333) x $480 = credit of $160
Note: If both husband and wife are blind, the allowance is $7,000.

Blind persons also qualify as totally and permanently disabled and may be entitled to a larger credit
under that category. Blind persons who rent may claim a credit only under the totally and permanently
disabled category. Homeowners who are blind will use Michigan Department of Treasury form
MI-1040CR-2 to file for a credit. Renters who are blind will use the form MI-1040CR to file for a credit.

VETERANS, ACTIVE MILITARY PERSONNEL,
OR THE SURVIVING SPOUSE OF A VETERAN

If you are a Michigan homeowner and qualify as active military personnel, a veteran, or the surviving
spouse of a deceased veteran under one of the veteran status classifications, you may be dligible for a
related homestead property tax credit. Unless you have a service-connected disability or are the surviving
spouse of a person with a service-connected disability or of a veteran deceased while in service, your
household income may not exceed $7,500.
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It is possible that persons qualifying under this category are entitled to a larger credit as a senior
citizen, general taxpayer, or as a totally and permanently disabled person. Such claims are based on
household income instead of a taxable value allowance. You should calculate your credit under all the
categories you qualify for and claim the one providing the largest credit.

Veterans Status and Value Allowance
Taxable
Per centage Value
Filing Status of Disability Allowance
A. Veteran (or surviving spouse) with service-connected
disability 10% - 50% $3,500
60% - 80% $4,000
90% - 100% $4,500
B. Veteran of wars before World War 1, pensioned veteran
Or surviving spouse, or active military personnel $3,500
C. Surviving spouse of a nondisabled or nonpensioned veteran $2,500
D. Surviving spouse of veteran deceased while in service $4,500

If you are dligible to file form M1-1040CR-2, your tax credit is based upon the taxable value
allowance: taxable value ratio which was explained in the section regarding blind property taxpayers.

For example:

You are a veteran with a 10% disability. Your home has a taxable value of $10,500, with property taxes
of $525. As a disabled veteran, you have a taxable value allowance of $3,500.

The credit is computed as follows:

Percent of taxes refundable = 33.33% (.3333) x $525 = credit of $175

Eligible military personnel, veterans, and their surviving spouses who rent a homestead are entitled to a
credit that is computed in a manner similar to the credit allowed those who own their home. The taxable
value of arented homestead is determined by dividing the taxes in rent (20% of rent paid in the 2005 tax

year) by the property tax rate of the homestead being rented. The property tax rate can be determined by
contacting your local assessor.
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QUESTIONS AND ANSWERS
WHAT IS HOUSEHOLD INCOME?

For determining your homestead property tax credit and home heating credit, household income

includes al income subject to the federal income tax, plus al other income specifically exempted by the
federal income tax law.

The following are the more common forms of income not subject to the federal income tax which

must be included in household income for purposes of computing a refund or credit:

1.
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[] 14.

Socia Security and railroad retirement benefits.

. Veterans pensions and disability payments.

. Other pensions and annuities.

. Interest on state and local obligations.

. Worker's compensation benefits.

. Cash public assistance and other payments on your behaf (FIP or DHS benefits).
. Child support payments.

. Giftsiin cash or kind in excess of $300.

. Sick pay.

. Scholarship, stipend, grant, or Gl bill benefits.

Compensation for damages to character or personal injury or sickness.
An inheritance, other than an inheritance from your spouse.

Proceeds of alife insurance policy paid on the death of the insured, other than a policy on your
Spouse.

Reimbursements from dependent care and/or medical care spending accounts.

Not included are the following:

20
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6.

Amounts received from a governmental unit for repair or improvement of your homestead.
Surplus foods.

Chore service payments (such payments are income to the provider but not to the person
receiving the benefits).

State and local income tax refunds, including homestead property tax credits (farmland
preservation tax credits or refunds must be included in household income).

Amounts deducted from Social Security or railroad retirement benefits for Medicare
premiums.

Health, life, and accident insurance premiums paid by your employer.
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[] 7. Thefirst $300 of income from gambling, bingo, lottery, or prizes and awards.

[] 8. Energy assistance grants and energy assistance tax credits.

[] 9. Thefirst $300 in gifts, cash, or expenses paid on your behalf by a family member or friend.
[ ] 10. Government payments to a third party, such as your doctor.

[] 11. St pends received by a person 60 years of age or older for acting as a foster grandparent or a
senior companion.

[] 12. Loan proceeds.
[] 13. Inheritance from a spouse.

[] 14. Life insurance benefits from a spouse.

Taxpayers may reduce household income by subtracting:

[] 1. Federal adjustments to income, including:
* Educator expenses.
* Certain business expenses of reservists, performing artists, and fee-based government officials.
* |RA, SEP, SIMPLE, or Keogh plan deductions.
* Student loan interest deductions.
* Moving expenses into or within Michigan.
* Deductions of self-employment tax.
* Self-employment health insurance deductions.
* Tuition and fees.
* Penalties on early withdrawal of savings.
* Alimony paid.
* Medical savings account deductions.

[] 2. Medical insurance or HMO premiums you paid for yourself and your family (not Medicare),
including medical insurance premiums paid through payroll deduction.

WHAT CONSTITUTES A HOMESTEAD?

The term homestead means the place where you live, whether it is owned or rented, and includes a
mobile home or lot in atrailer park. You may have only one homestead at any given time, and you must be
the occupant of the property for it to be your homestead. To qualify for a credit, your homestead must be
in Michigan. A vacation or income property you own does not qualify as your homestead.

WHAT KINDS OF PROPERTY TAXES ARE ELIGIBLE FOR CREDIT?

The property taxes you may claim for your 2005 credit are the property taxes on your principal
residence for which you were billed in 2005, regardless of when you paid them. An administration fee of
1% or less may be included, but not penalties or interest. Specia assessments may be included only if they
are based on taxable value and either applied to the entire taxing jurisdiction, or are levied for police, fire,
or advanced life support in an entire township except for the village portion of a township.
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Real property classified as agricultural land for property tax purposes is part of a person’s homestead
under any of the following conditions:

1. If the gross receipts from the taxpayer’s agricultural or horticultural operations are greater
than household income, all property taxes on the farmland adjacent and contiguous to the
taxpayer’s home, including taxes on unoccupied farmland, may be claimed for credit.

2. If gross receipts from the taxpayer’s agricultural or horticultural operations are less than
household income and the taxpayer has lived in his or her home for more than ten years,
the credit for property taxes is available for the property taxes on the home and on land
lived on which is adjacent or contiguous to the home. If a taxpayer in this category has
not lived on the land for ten years, then only the taxes on the home and five acres of
adjacent and contiguous land may be claimed for credit.

Persons living in a mobile home park may claim credit on the $3.00 per month specific tax on trailer
lots and 20% of lot rental. Renters of housing subject to local property taxes should use 20% of rent paid
in lieu of property taxes in the computation of the credit.

If you are a renter of tax-exempt housing which pays service fees instead of property taxes to the
municipality in which you live, you should use 10% of your rent in calculating your property tax credit.

If you are a permanent occupant of a nursing home, foster care home, or home for the aged that is
subject to property taxes, you may consider the facility as your homestead. You may use the allocated share
of the property taxes levied on the facility as taxes eligible for credit. Your manager should be able to tell
you what your alocated share is. If your facility care charges are paid directly to the facility by a
government agency, only that portion of the charges paid by you that are equal to or in excess of the
allocable share of property taxes may be used in calculating the credit.

Property taxes on a homestead that is bought or sold during the year must be prorated according to the
number of days occupied, regardless of any agreement entered into by the parties involved as to who shall
pay the taxes. For example: if the 2005 taxes on the home you sold on June 30 amounted to $600 for the
entire year, you may use $300 as taxes eligible for credit.

HOW TO APPLY FOR A REFUND

Tax refunds can be obtained by filing the tax credit claim form MI-1040CR for general claimants,
senior citizens, totally and permanently disabled persons, and for persons who are either paraplegic,
hemiplegic, or quadriplegic. Please remember to include information concerning the taxable value of your
homestead on the proper line of your tax form to help assure the prompt processing of your claim. Active
military personnel, eligible veterans or their surviving spouses, and blind persons file form MI1-1040CR-2 if
it gives them a bigger credit than from form MI-1040CR. All individuals claiming a refund should file
their claim with their Michigan income tax return. Your 2005 Michigan income tax return must be filed
by April 17, 2006.

The period for amending your claim for homestead property tax credit is four years from the date set
for filing the original claim. If you do not have to file a Michigan income tax return, but are eligible for
property tax relief, you should file your claim as soon as you know the amount of your 2005 homestead
property taxes and household income. The Michigan Department of Treasury will send you the refund to
which you are entitled.

If you have any questions about the homestead property tax relief program or about completing any
state income tax forms, see the “Michigan Tele-Help” system section discussed on the inside back cover of
this booklet.
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FARMLAND AND OPEN SPAGE TAX RELIEF

In 1974, the Michigan Legidature passed and the Governor signed into law 1974 PA 116—the Farmland
and Open Space Preservation Act—to aleviate the rapid and often premature conversion of land, uniquely
suited for agriculture and open space, to more intensive uses. This law, which is now Part 361 of the Natural
Resources and Environmental Protection Act, enables a landowner to voluntarily enter into a developmental
rights agreement or a developmental rights easement with the state.

These agreements or easements, which are legally recorded documents, ensure that enrolled lands
(active farmland or certain open space lands are eligible) remain in a particular use for an agreed upon
period of time. Initial development rights agreements or easements are subject to a term of not less than
ten years; however, those entered into after June 5, 1996 may have aterm of up to 90 years. In return
for maintaining the land in a particular use, the landowner is entitled to certain tax benefits. Legislation
enacted in 1995 (1995 PA 59 as subsequently amended), however, permits, upon payment of a portion of
the credit, the withdrawal of al or a portion of the property subject to a development rights agreement
under certain circumstances.

The tax benefits afforded to landowners participating under this program were tempered somewhat in
recent years by the tax benefits associated with 1994 Proposal A. In 2001, however, these benefits were
significantly increased. Under 2000 PA 421, benefits fall into the following three categories:

1. Lands that qualify and are approved under the farmland or open space provisions of the law are
exempt from special assessments for sanitary sewers, water, lights, or nonfarm drainage, except
for years before 1995 as to a dwelling or nonfarm structure located on the land, unless the
assessments were imposed before enrollment in the program;

2. Under a farmland development rights agreement, the landowner is entitled to claim as a credit
against state income tax liability the amount by which the farmland property taxes on land and
structures restricted by such agreements exceed 3.5% of household income. This credit isin
addition to a homestead property tax credit which the landowner may claim on the state income
tax return; and

3. For those lands under an open space easement, development rights held by the state or local
governing body are exempt from ad valorem taxes.

To be eligible, the agricultural land must be actively farmed and must generally meet one of the
following qualifications: be 40 acres in size or larger; five to 40 acres in size with a minimum per acre
gross income of $200 per year; or a Department of Agriculture-designated “ specialty farm” with a
minimum gross annual income of $2,000. At least 51% of the land must be primarily devoted to an
agricultural use, except for specialty farms.

Open space land is divided into two categories, but in both cases the land must be undeveloped. The
first category involves historic, riverfront, or shoreland areas and requires that, to be eligible, the land must
meet one of the following criteria: be registered as an historic site by appropriate state or federal action; be
lands adjacent to a state-designated natural river under Part 305 of the Natural Resources and
Environmental Protection Act; or be designated as an environmental area under Part 323 of the Natural
Resources and Environmental Protection Act. The second category of open space land is more general and
is meant to provide atool for local units of government to protect local open space lands. Requirements for
eligibility include that the land conserve natural or scenic resources; enhance recreational opportunities;
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preserve historic sites; or preserve idle potential farmland of not less than 40 acresin size. The idle
potential farmland class is the only one under the open space categories which has an acreage requirement.

Landowners eligible to apply for a farmland preservation tax credit and who are required to file a
Michigan income tax return must complete and attach Michigan Department of Treasury form MI-1040CR-5
to their state income tax returns. Individuals applying for this credit must include with their application a
copy of areceipt showing payment of property taxes for the year for which the credit is being claimed or
the prior year. If acopy of the receipt is not included, the Michigan Department of Treasury will issue the
check made out to the claimant and the county treasurer in the county in which the claimant’s property is
located. The money will first be used for payment of the taxpayer’s property taxes, interest, penalties, and
tax administration fees. Any money remaining will be returned to the claimant.

A law passed in 1988 (1988 PA 423) provides that, beginning with the 1984 tax year, certain taxpayers
who were partners in partnerships, shareholders in S corporations, holders of property under alife lease, or
owners of atrust can claim the Farmland Preservation Credit. Moreover, pursuant to 1996 PA 233,
members of limited liability companies are aso eligible for the credit. Under the provisions of 1991 PA 89,
shareholders in S corporations are permitted to claim a farmland and open space credit under the single
business tax. Previoudly, shareholders were required to file for the credit under the state income tax. The
Department of Treasury is alowed to require individuals applying for the credit to furnish the department
with a copy of atax return and supporting schedules filed under the IRS code.

Like the homestead property tax credit, this tax credit is based on household income. The property
taxes you may claim for your 2005 credit are those taxes billed for 2005. Approximately $28 million was
paid in 2004 to about 8,600 eligible taxpayers. Those who are eligible for this tax credit should receive
copies of the MI-1040CR-5 form in the mail from the Michigan Department of Treasury. Taxpayers filing
the MI1-1040CR-5 may now be eligible to e-file, if the percentage of ownership is not split.

For further information on the farmland preservation tax credit, you should contact:

Michigan Department of Treasury
Farmland Preservation Unit

P.O. Box 30058

Lansing, M| 48909
1-800-487-7000

General questions about the Farmland and Open Space Preservation Act should be addressed to:

Michigan Department of Agriculture
Environmental Stewardship Division
Farmland and Open Space Unit

P.O. Box 30449

Lansing, MI 48909

(517) 373-3328
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MICHIGAN INCOME TAX

The Michigan individual income tax was first adopted in 1967. It is a direct flat-rate tax on the federal
adjusted gross income of individuals, estates, and trusts. Interest income from obligations or securities of
states and their political subdivisions other than Michigan is also subject to the state income tax.
Adjustments are made with respect to estate or trust income. The Michigan income tax rate has been
lowered to 3.9%. The rate was reduced from 4.6% to 4.4% effective May 1, 1994. Legislation enacted in
1999 (1999 PAs 2, 3, 6, 4, and 5, respectively) as amended by 2000 PA 40, lowered the state income tax
rate to 4.2% for the 2000 and 2001 tax years, 4.1% for the 2002 tax year, 4.0% for the 2003 tax year, and
3.9% beginning July 1, 2004.

Legidation enacted in 2004 (2004 PA 199) allows U.S. military personnel, serving in a combat zone on
April 17, 2006 up to 180 days after leaving the combat zone to file their tax returns. This extension mirrors
the one provided by the federal income tax.

ELECTRONIC FILING AND DIRECT DEPOSIT OF REFUND

Electronic, or E- filing alows you to file your income tax returns by computer instead of mailing paper
returns. Safe and convenient, E-filing generally allows you to receive your refund much quicker than paper
filing. You may E-file yourself using commercially available software or online services. You may also use
acommercial tax preparer. Some taxpayers are eligible for free E-filing services.

You may E-file both your state and federal forms, or you may wish to E-file your Michigan return
separately. You may even file your homestead property tax credit and/or your home heating credit claims
separately. Amended returns, fiscal year returns, and returns for prior years may not be E-filed.

Most taxpayers have the option of having their income tax refund deposited directly into their bank
accounts. To have your refund deposited directly into the U.S. financia institution of your choice, complete
the direct deposit portion of your M1-1040, MI-1040CR, MI-1040CR-2, or M1-1040CR-9. You may also
attach a Direct Deposit of Refund form 3174 to your MI-1040 tax form. Do not request direct deposit if
you are filing a home heating credit claim from which an energy draft will be issued.

Some taxpayers may not be eligible for direct deposit. If for some reason the Department of Treasury
cannot deposit your refund directly, they will send you a check. When requesting direct deposit, be sure
that your financial institution will accept direct deposit, that the name(s) on the return match the name(s)
on the bank account, and that your account number and routing transit number are correct.

STATE INCOME TAX DEDUCTIONS

Taxpayers are allowed to subtract from adjusted gross income a number of deductions. These include
$3,200 for each personal and dependency exemption. A taxpayer who is age 65 or older is allowed an
additional exemption of $2,000. A $2,000 special exemption is also available for a taxpayer who is dedf,
paraplegic, quadriplegic, hemiplegic, totally and permanently disabled, or blind. A taxpayer may claim the
specia exemptions for dependents who qualify for the exemption. A taxpayer whose state income tax
return includes unemployment compensation that amounts to 50% or more of adjusted gross income is aso
alowed an additional $2,000 exemption. If you claim the 65 or older exemption, you may NOT claim an
exemption as totally and permanently disabled. Although a portion of Social Security benefits of
individuals at certain income levels are taxable by the federal government, Michigan taxpayers can deduct
from adjusted gross income the amount of any Social Security benefits received for the year which are
included in federal adjusted gross income.
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Any persons eligible to be claimed as a dependent on someone else’s tax return, and whose adjusted
gross income is more than $1,500, may claim a $1,500 personal exemption on their own return. This
applies whether or not the other person claims the dependent exemption. If a dependent’s income is $1,500
or less, that person need not file a return unless claiming a refund of withholding. The Child Care Act of
1997 created a new child deduction for the 1998 tax year and beyond. The child deduction was revised for
the 2000 tax year and beyond. Taxpayers with dependents 18 years of age or younger on December 31,
2005 may deduct $600 per child.

Interest income from federal government obligations and all pension benefits received from a
Michigan or U.S. government public retirement system may also be subtracted from adjusted gross income.
Pension or retirement benefits from a private pension are deductible to a maximum of $39,570 ($79,140 on
ajoint return). These figures are adjusted annually by the U.S. Consumer Price Index. The amount of this
deduction is reduced by the amount of any public or military pension benefits deducted.

The deduction for the dividend, interest, and capital gain income of senior citizens has increased. For
the 2005 tax year, this deduction has been increased to $8,828 ($17,655 on ajoint return). The maximum
amount of this deduction is reduced by the amount of a deduction taken for retirement or pension benefits.
This deduction is adjusted annually by the U.S. Consumer Price Index.

In addition, deductions may be taken for armed forces compensation, income from an out-of-state
business or rental income from out-of-state property, any refund of state or city income tax that is included
as income on federal Income Tax Form 1040, and political contributions up to a maximum of $50 per year
for an individual or $100 per year on ajoint return.

Michigan taxpayers who bought a Michigan Education Trust contract are entitled to deduct the full
amount of the contract from their income in the year of purchase. If aloan was taken out to purchase the
contract, a deduction can still be made for the full amount paid for the contract, but not for any interest
paid on the loan. A taxpayer may also claim a deduction for contributions made to an education savings
account established under the Michigan Education Savings Program (MESP). The deduction for annual
contributions is limited to $5,000 ($10,000 on ajoint return).

Qualified taxpayers who are residents in a renaissance zone may also deduct income earned or received
while residents of a Michigan renaissance zone. If you are a resident in a renaissance zone for at least
183 consecutive days and meet other qualifications, you may be exempt from paying state and city income
tax, and property taxes (except debt and sinking fund mills). A deduction is also available for money and
interest resulting from a settlement of claims for Holocaust victims. The deduction is retroactive to the
1994 tax year.

2000 PA 400 created an income tax deduction for charitable contributions made from distributions from
pensions or IRAs. The act sets the deduction at the amount deductible on the taxpayer’s federal return,
minus both the amount of the state deduction for retirement or pension benefits and two times the amount
of the state public contribution, homeless shelter/food bank, and community foundation credits claimed by
the taxpayer. To qualify, payment to the charity must occur within 60 days of receiving the distribution.
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STATE INCOME TAK CREDITS

In addition to the homestead property tax credit program (discussed on page 16) and the farmland
and open space preservation tax credit (discussed on page 23), Michigan taxpayers are allowed many
different types of credits against their personal income tax liability, chief of which is the home heating
credit. A specific section that follows will be devoted to the home heating credit.

Other types of credits against personal income tax liability include allowances for income taxes paid to
other states (except reciprocal states), political subdivisions of other states, the District of Columbia,
Canadian provinces, or Michigan cities.

The Canadian provincial credit is alowed only for that portion of the provincia tax not claimed on the
individua’s United States income tax return. In determining this credit, you may not use any Canadian
provincia tax carried forward from previous years.

If you pay a city income tax in Michigan, you may claim a portion of the tax as a credit against your
state income tax liability. The city income tax credit is computed as follows:

City Income Tax Credit Computation

Tax Paid Credit
BL00 OF €SS, . oot 20% of the city income taxes paid
$101-B150. .. oo $20.00 plus 10% of the excess over $100.00
BI5L OF MOFE. « v vt ettt e e e $25.00 plus 5% of the excess over $150.00

The total credit cannot be more than $10,000.00.

Michigan taxpayers are permitted a public contribution credit for gifts of money or artwork created by
the taxpayer if given to Michigan colleges and universities and their fund-raising organizations, the
Michigan Colleges Foundation, the State Art in Public Places Fund, the State of Michigan Museum, public
libraries, or public broadcasting stations. A taxpayer may also claim a credit for gifts of money or any
artwork to a Michigan municipality or a nonprofit corporation affiliated with a Michigan municipality and
an art ingtitute in that municipality to benefit an art institute. Artwork created by the taxpayer qualifies for
credit if given to the state of Michigan or a Michigan municipality for public display. Finaly, gifts of
money or artwork created by the taxpayer qualify for credit if given to the state of Michigan for the
preservation of state archives. The amount of the credit permitted for a public contribution is 50% of the
contribution up to $100 ($200 on a joint return).

Michigan taxpayers are eligible for a nonrefundable historic preservation tax credit. The credit is
available for owners or long-term lessees of qualified historic resources and is equal to up to 25% of
certain expenses incurred in the rehabilitation of the qualified historic resource. To be eligible, the
rehabilitation project must be certified by the State Historic Preservation Office.

The community foundations tax credit covers contributions made during the tax year to endowment
funds of certified community foundations. The nonrefundable credit is limited to 50% of the total charitable
contributions up to $100 ($200 on ajoint return). A list of certified foundations is included in the income
tax booklet and on page 39 in this booklet. You must enter the proper code to receive your credit.

An additional credit is available for cash contributions to shelters for homeless persons, food kitchens,
food banks, or other entities whose primary purpose is to provide overnight accommodation, food, or meals
to persons who are indigent. This nonrefundable homeless credit is 50% of the cash contributed by the
taxpayer not to exceed $100 for a taxpayer filing singly or $200 for a husband and wife filing ajoint return.
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To be eligible, the contribution must be in cash (U.S. currency, personal check, money order, or credit
card); it must be made to an organization located in Michigan whose primary purpose is the delivery of
food, meals, or shelter to indigent persons; and the contribution must be tax deductible for the donor under
the federal Internal Revenue Code.

2004 PA 313 created a new, nonrefundable credit for vehicle donations. The credit is equal to 50% of
the fair market value of an automobile donated to a charitable organization that intends to give the
automobile to a qualified individual for employment-related transportation. The credit may not exceed $50
(%100 for a husband and wife filing a joint return). Donors must receive a Donor Tax Credit Certificate for
Donated Vehicle form (Form 4284) from a certified charitable organization to be able to claim the credit.
The following charitable organizations have been certified as charities for which the credit is available:

2005 MICHIGAN VEHICLE DONATION CODE LIST

105  Goodwill Industries of Mid-Michigan, Inc. 601  Goodwill of Southwestern Michigan, Inc.
202  Goodwill Wheels to Work 604  Good Samaritan Ministry (Holland)
406  Goodwill Industries of Greater Detroit 803  Goodwill Industries of West Michigan, Inc.

The public contribution credit, community foundation credit, and the homeless credit are computed
separately. A taxpayer filing singly who donates a qualified vehicle valued in excess of $200, and contributes
$200 to a public broadcast system, $200 to a certified community foundation, and $200 to an eligible
shelter, for example, may claim a $50 vehicle donation credit, a $100 public contributions credit, a $100
community foundation credit, and a $100 homeless credit on his or her income tax return.

1995 PA 7 created a nonrefundable credit for uniformly required fees and tuition paid to a “qualified”
state ingtitution of higher learning. To be €ligible, the claimant must have an adjusted gross income of
$200,000 or less and be a resident of the state. The amount of credit is limited to 8% of undergraduate
tuition and fees paid up to $375 per student per year. The credit is limited to four tax years for each
student. To be qualified, an institution of higher learning must, among other factors, pledge to keep the
increase in its tuition rates to not more than the annual percentage increase in the U.S. Consumer Price
Index. The credit is not available to students attending an institution providing programs solely for
sectarian instruction or religious worship. The following colleges and universities have been certified as
institutions for which the 2005 credit is available:

2005 MICHIGAN COLLEGE AND UNIVERSITY CODE LIST

0505 Bay Mills Community College 0568 Mid-Michigan Community College

0245 Concordia University 0612 Oakland Community College

0524 Henry Ford Community College 0420 Walsh College of Accountancy & Business
0341 Lewis College of Business 0636 Wayne County Community College

In addition to the preceding section on the homestead property tax credit program, the individual
section on home heating credits which follows has been singled out for particular attention because of its
importance to state taxpayers. The largest of these credits, however, is the homestead property tax credit, a
system of refunds and credits for local property taxes under which approximately $719 million was
returned in 2004 to Michigan citizens whose property taxes or rent took up a large proportion of their
household income. The home heating credit was added in 1978, paying out approximately $62.4 million to
low-income families and to senior citizens in 2004.
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The home heating credit program is designed to provide assistance to people in relation to their ability
to meet their own property taxes and home heating costs. The measurement of that ability is called
“household income.”

Household income, which is discussed on page 20 of this booklet, includes amost al income available
to the household for the year. In addition to earned income, it includes such things as Social Security and
pension benefits, unemployment compensation, and cash public assistance. A further description of
individual credit programs will follow.

In 2000, Public Act 394 created a new income tax credit for eligible adoption expenses. Taxpayers
may now claim a credit for qualified adoption expenses in excess of the federal credit or $1,200,
whichever is less.

MILITARY FAMILY RELIEF FUND

The Military Family Relief Fund checkoff program was created by 2004 PA 363. Taxpayers may
donate $1 or more to the fund, which provides up to $2,000 in assistance to needy families of Michigan
military personnel serving in active duty. A portion of the fund is also dedicated to the Michigan Soldiers
Home.

CHILDREN'S TRUST FUND

Under 2005 PA 160, an individual may designate a donation of $5.00 or more to the Children’s Trust
Fund by check-off. The money is used for efforts to prevent child abuse and neglect.

A taxpayer may also purchase a Children’s Trust Fund specialty license plate or make a contribution
of any amount to this fund. Make a donation by credit card or check to: The Children’s Trust Fund,
P.O. Box 30037, Lansing, M1 48909.

1983 PA 189 initiated an income tax checkoff program allowing taxpayers to designate any amount to
be credited to the State of Michigan Nongame Fish and Wildlife Fund.

Although the checkoff program is no longer on the income tax form, a taxpayer may purchase a
wildlife habitat specialty license plate, or continue to make a contribution of any amount to this fund to
help support the research and management of nongame wildlife. You may make a direct contribution with a
check payable to the State of Michigan—Nongame Wildlife Fund. The address for contributions is
Cashier's Office, Michigan Department of Natural Resources, PO. Box 30451, Lansing, M| 48909-7951.
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HOME HEATING CREDITS

In 1978, the Michigan Legislature enacted a one-year program to help individuals meet some of the
rising costs for heating their homes. The Home Heating Assistance Program was extended by 1979 PA 126
for the 1979 and 1980 tax years and by 1981 PA 152 for tax years 1981 through 1983.

Since 1984, this program has been extended and modified on several occasions, most recently by
2001 PA 169. This law extended the credit indefinitely, contingent on federal low-income home heating
energy assistance. This program gives low-income persons the opportunity to claim a credit against their
state income tax for part of their home heating costs. In 2004, approximately $62.4 million in tax credits
were claimed by 356,800 low-income families, for an average credit of about $175.00.

People who live in a nursing home, an adult foster care home, a home for the aged, or a substance
abuse center are not eligible for this tax credit. You aso are not eligible if you are a full-time student and
are claimed as a dependent by another.

There are two methods available for computing a home heating credit: the standard method and, for
individuals with very low incomes and high heating costs, an aternative formula. In calculating your credit using
the standard method, the amount of the home heating tax credit is determined by first figuring the amount of your
household income and the number of exemptions you can claim. Then, use the following table to find the
standard alowance (the maximum credit permitted) for your total exemptions claimed. The figure on the right of
the table (income ceiling) shows the maximum income which can be earned to be eigible for the credit.

Standard Allowances
Your Exemptions Standard Allowance 2005 Income Ceiling

Oorl $369 $10,529

2 $495 $14,129

3 $620 $17,770

4 $746 $21,300

5 $871 $24,871

6 or more $997 $28,471

+ $126 for each exemption over 6  + $3,586 for each exemption over 6

Across from your number of exemptionsis your standard allowance. Your credit is your standard
allowance minus 3.5% of your household income. The home heating credit is funded by a block grant from
the federal government. In order to limit credits to the available amount of federal funding, 2005 credits will
be multiplied by a proration factor of 76%. A claimant whose heating costs are included in higher rent,
should multiply the result of the preceding calculation by 50%. You will not get a credit if your household
income exceeds the amount in the income ceiling column on the right of the table.

SAMPLE COMPUTATION

John and Mary Smith had a household income of $9,200. They had two children and were entitled
to four exemptions.

Standard Allowance . ..., $746.00
Less: 3.5% of household income (.035x $9,200) .......... —$322.00
Home Heating Credit Subtotal . ....................... $424.00
Proration Factor ............. .. . i X .76
HomeHeatingCredit ............... ... ... ... ..... $322.24
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ALTERNATIVE CREDIT

To determine if you qualify for the aternative credit formula, look at the table below and see if your
household income exceeds the maximum specified on the right for the number of exemptions you are
eligible to claim:

Your Exemptions Maximum Income
Oorl $11,635
2 $15,658
3 or more $18,575

To compute the alternative credit, you must determine your total heating costs for the 12 consecutive
monthly billing periods ending during October of the tax year (November 2004 to October 2005). Then
you reduce your total heating cost (maximum allowed in 2005 is $2,028.00) by 11% of your household
income. Your home heating credit will be 70% of this amount. 2005 credits will be multiplied by a factor
of 76%. If your claim is for less than 12 months or your heating costs are currently included in your rent,
you cannot claim an aternative credit.

SAMPLE COMPUTATION

Bill and Helen Smith had a household income of $7,500 and were entitled to three exemptions.
Their total heating cost was $1,500.

Fuel cost ... $1,500.00
Less 11% of household income (.11 x $7,500) ............ -$ 825.00
Balance ... $ 675.00
Multiply by 70% .. ... X .70
Home Heating Credit Subtotal ........................ $ 47250
Proration Factor . ........... i X 76
HomeHeatingCredit ............... ... ... ......... $ 359.10

Even if you qualify for the alternative credit, you should also calculate your credit using the
standard method and claim the larger credit.
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HOW TO APPLY

You must claim a Home Heating Credit on form MI-1040CR-7. To receive your 2005 credit,
claims must be filed by September 30, 2006. If your claim is approved, the Michigan Department of
Treasury will send you an energy draft in the amount of your credit. The energy draft is negotiable
through your enrolled heating fuel provider. For a claimant for whom, at the time of filing, the
Department of Human Services (DHS) is making direct vendor payments to an enrolled heating fuel
provider, the department will send the energy draft directly to the claimant’s enrolled heating provider, as
identified by the claimant. Specifically, DHS clients who receive their heat from DTE Energy, Consumers
Energy, or SEMCO Gas will have their home heating credit sent directly to their heat provider, regardless
of whether they are enrolled in DHS's direct payment program. Detailed information will be provided with
your draft. If your energy draft is for more than you owe your energy provider, the overpayment wi